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Our first article in this issue, by Dr. Roy E. Huffman, Dean 
of Agriculture at Montana State College, discusses education 
as an investment in human capital. We are pleased to present 
this article by Dean Huffman. He is a native of Montana and 
received his undergraduate education at Montana State Col­
lege. He earned his M. S. degree from the University of Mary­
land and his Ph.D. degree from the University of Wisconsin. 
Dean Huffman is an agricultural economist and has been a 
faculty member at Montana State College since 1946. His 
major teaching and research interests were in farm manage­
ment, agricultural policy and water resources development. 
He became Dean of Agriculture in 1958.
Dean Huffman has served as a consultant to the Missouri 
Basin Survey Commission, the Second Hoover Commission 
and the New Mexico Water Resources Study. In 1961, he was 
a member of the three-man consulting board appointed by the 
Secretary of the Interior to write a new repayment contract 
for the Columbia Basin Irrigation Project. He is now a con­
sultant to the Bureau of Reclamation on agricultural problems 
involved in the preparation of a revised program for compre­
hensive development of the Missouri Basin. Dean Huffman 
has seen first hand the problems of underdeveloped countries 
while supervising the Montana State College technical assist­
ance contract in Paraguay.
Dean Huffman is the author of the book Irrigation Develop­
ment and Public Water Policy as well as more than sixty pub- 
lised bulletins, reports, papers and articles.
Dr. Thomas Payne is the author of the article on the Civil 
Rights Act of 1964. Professor Payne is a graduate of West­
minster College (Missouri); he received his Ph.D. degree in 
political science from the University of Chicago. Before com­
ing to Montana State University in 1951, he taught for two 
years at The University of Tennessee. He is currently chair­
man of the Department of Political Science at MSU.
Dr. Payne has published articles in various professional 
journals and is the author of a chapter on Montana in Western
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Politics, edited by Frank Jonas. He has also contributed a 
chapter to a forthcoming book edited by Jonas dealing with po­
litical campaigns.
The Montana Business Quarterly is pleased that Dr. Payne’s 
article on civil rights is being used by the Missoula League of 
Women Voters in connection with the League’s new national 
study topic, “Development of Human Resources.”
We conclude our series on Communism in this issue. The 
final article, “Communism: A Broad View”, was written by 
Dr. Melvin C. Wren, Chairman of Montana State University’s 
Department of History. Professor Wren has B. A., M. A., and 
Ph.D. degrees from the State University of Iowa. In addition 
to Montana State University, he has taught at the University 
of Washington, American University, and the University of 
Maryland (in Europe). .He came to MSU in 1940 to teach eco­
nomics and business administration; he became chairman of 
the History Department in 1958. In 1945-46, he was an Ameri­
can Council of Learned Societies Fellow at the University of 
California. In 1947-48 and in 1954 and 1959 he did research in 
London, England. Dr. Wren has travelled extensively over 
western Europe, behind the Iron Curtain (Hungary, East Ger­
many) , and in North Africa and the Middle East.
Professor Wren is the author of a well-known textbook, The 
Course of Russian History, published in 1958 and revised im 
1963. A second book, Ancient Russia, will be published in 
January 1965. Articles he has written have appeared in num­
erous professional journals. His biography appears in Who’s 
Who in America.
Personal data about Dr. Donald J. Emblen, author of “The 
Cash Flow Myth”, appeared in the Spring issue of the Quar­
terly, for which he wrote “From the Director’s Desk.”
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With the memories of the record fall quarter registration 
at the University still fresh, this seems to be an appropriate 
time to comment on one aspect of our relationship with the 
business community. The value of academic training is widely 
acknowledged. Numerous studies establish the high positive 
correlation between years of schooling and earnings; other 
studies affirm a high negative correlation between years of 
schooling and unemployment.
As educators we are intimately, and properly, concerned 
with doing the best possible job for those who enter our class­
rooms. Nearly twenty percent of Montana State University’s 
entering freshmen each year profess a desire for business ad­
ministration degrees. The drop-out rate of business students 
throughout the four-year program suggests that we have much 
yet to do before we are entitled to sit back satisfied.
We must also assist in helping place our graduates in posi­
tions for which they are suited, where they may contribute 
something to the solution of problems rather than being a part 
of them. The increasing number of recruiters that visit the 
campus and hire our graduates each year is gratifying. Many 
large firms, with convenient access to the graduates of very 
large institutions, nevertheless make the effort (oftentimes 
considerable) to interview our graduating seniors, as do many 
Montana companies.
However, the association with the University should cer­
tainly not end for those who do satisfy all requirements of the 
School of Business Administration and receive a degree. The 
last formal exercise for graduates before the June exodus 
is called the “Commencement.” Implicit in the word are at 
least two connotations, one for the graduate and another for 
the University. The new graduate will recognize that he has 
been helped to develop selected skills and arts, has been ex­
posed to certain fundamental issues, has been encouraged to 
develop independence of thought, has been made aware of the
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rich resources of knowledge available, and that he has been 
equipped to perform a useful function in society. However, it 
is most important that he not assume that he is “educated”; 
his real education in fact is just “commencing.” His potential 
for learning may be greater, his intellectual horizons may be 
wider, but he is only well started on the dynamic process of 
becoming educated.
Similarly, the educator’s responsibility does not end with 
the awarding of a degree. The involvement of the business 
faculty in the economic life of this region is imperative if it 
is to fulfill its obligation to those who support it. We have no 
laboratories for experimentation and research. To do more 
than simply to pass along the folklore of business we must be 
more knowledgeable about the activities of the firms that will 
employ our graduates. We must be prepared to share our time 
and interests with those who are engaged in the commerce of 
the region. And finally, it should be emphasized that this re­
sponsibility to the business community is not restricted in any 
way; it extends to anyone who believes that a better-informed 
teacher is likely to be more effective and to all those who deny 
that their education ended when they left school.
Hence, the Montana Business Quarterly is a major avenue 
for us to reach those who share our concern for continuing 
education. We earnestly believe the relationship is a reciprocal 
one. Your letters show us that you, our subscribers, do also. 
We solicit your constructive comments so that we may better 
serve your needs as well as ours. Your support of this goal, by 
subscription to the Quarterly, is greatly appreciated. We fur­
ther hope that you encourage your friends and associates to 
join with us in making this magazine even more rewarding 




Investment in Human Capital
ROY E. HUFFMAN 
Dean of Agriculture 
Montana State College, Bozeman
Funds for education at all levels comprise the largest part 
of the annual budget in each of the states. Expenditures for 
education occupy the same dominating position in the states 
as do expenditures for defense activities in the federal budget. 
Advocates of reduced state expenditures have discovered that 
significant savings could be made only by cutting the ex­
penditures for education—a situation which parallels the na­
tional picture where major budget reductions are related to 
expenditures for the defense complex. Increasing numbers 
of students and inflation in costs have made it difficult, if not 
impossible, for the states to reduce expenditures for education. 
This is so even when schools and universities and communi­
ties give appropriate attention to efficient use of facilities, size 
of classes and those factors determining quality of instruction. 
Indeed, it seems certain that the states face larger budgets for 
education for the foreseeable future.
It is not surprising, then, that many individuals and groups 
are taking an increasingly close look at the justification for 
public expenditures on all aspects of education. This interest 
is being recorded in the considerations of three major groups 
of individuals. They are (1) economists, (2) educators and 
(3) business leaders. As might be expected, there are dif­
ferences in the views being presented.
An important body of literature has begun to develop con­
cerning the economics of education. Only recently have econo­
mists begun to modify the classical concept of land, labor, 
capital and management as the factors of production. The 
impact of rapid technological change has forced a recognition 
that knowledge and skills as they exist in human beings are 
a form of capital. And there is also an awareness that this 
capital resource is a major factor in economic growth.
10 MONTANA BUSINESS QUARTERLY
Many educators do not approve of the application of tech­
niques of economic analysis to education. To look at edu­
cation in terms of economic efficiency does not seem quite 
proper to them. To some, the whole approach seems to debase 
the cultural purposes of education. But no approach to the 
education problem has placed it in a stronger position to justify 
both public and private support. To put the matter simply, 
the costs of education are being shown to be a good invest­
ment for the individual, for business and for the public.
The education “industry” lacks some of the characteristics 
of other segments of the economy. With few exceptions, edu­
cational enterprises are not operated for profit. Students 
seldom pay all of the costs of instruction. This is true of pri­
vate as well as public educational institutions, since private 
institutions depend heavily on endowments and other fund 
raising. The human capital created in the educational process 
cannot be sold as can nonhuman capital. Only the individual 
whose knowledge and skills have been increased can own the 
capital so created. Others can obtain use of human capital 
only so long as the human capital is willing.
There are other aspects of the economics of education which 
complicate the process of analysis. The costs which must be 
related to the benefits are not complete unless the earnings 
foregone by the student during the period of education are 
included. This part of the costs is likely to be the largest. 
There are also values derived from education which are not 
limited to occupational, vocational or professional consider­
ations. They include those contributions of education to a 
more satisfying and worthwhile life as distinguished from 
strictly monetary earning power. These are intangible and 
nonmonetary values but they are real ones and must be in­
cluded in a complete analysis. Economists face a growing 
challenge to give adequate consideration to nonmonetary 
values whether they be related to education, water use for 
recreation or the esthetics of city planning.
Economic analysis of the returns to education has been con­
cerned generally with the effect on the earning capacity of in­
dividuals. For example, the lifetime earnings of a college 
graduate will exceed those of the grade school graduate by an 
average of $280,000. In many cases, that is better than a 10
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to 1 return on the individual investment including the income 
foregone. The rate of return on investment is even greater 
for a high school education, where the direct costs are less 
and the income foregone is generally smaller.
Information regarding the relation of increased earning ca­
pacity to more education is important to the individual. With­
out exception, these analyses present a convincing story of 
the value of investment in education so far as the individual is 
concerned. But what about convincing other individuals, 
groups and the general public who pay the public costs of edu­
cation that it is a good investment for society?
Professional economists and businessmen have come to 
recognize the relation between human capital and economic 
growth. Business leaders in increasing numbers are speaking 
out on this matter. The technological revolution has had an 
impact on every industry and the role of education as repre­
sented by knowledge and skills is obvious. M. J. Rathbone, 
an industrial executive, has pointed out that for the period of 
1900 to 1929, investment in physical capital—buildings, ma­
chines, inventories and equipment—was about twice as big a 
factor in our national economic growth as education. The 
phenomenal expansion of our economy since 1929, however, 
owes more to investments in education than it does to invest­
ments in physical capital. Mr. Rathbone concludes that, “The 
most important capital that any economy possesses is in the 
skills which people carry around in their heads.”
The importance of human capital in the eyes of the business 
world is also evidenced in the ranking given by industrial 
leaders to factors affecting the location of new industry. Sev­
eral studies show that the educational resources of the state 
or area under consideration are ranked at or near the top 
among a list of ten factors. Contrary to a commonly held view 
that the level of taxation is the most important single loca­
tional factor in the eyes of industry, it ranks about sixth or 
seventh in the opinion of many industrial leaders. This is not 
to imply that industry is not concerned with the tax structure 
of a state when considering new locations, but rather that in­
dustry is more concerned with how tax monies are being spent.
The experience in several other countries since World War 
II also provides a dramatic illustration of the role of human
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capital in economic growth. The rebuilding of the physical 
plant of Western Europe in so short a time must be credited 
in large measure to the kinds of human capital represented 
by advanced skills and organizing experience; the same can be 
said for Japan. It is true that the United States gave consider­
able aid in both areas but similar aid has been given in other 
areas of the world without equivalent results. The United 
States and other advanced countries have provided major 
programs of assistance to the less developed countries of 
Africa, Asia and Latin America. Billions of dollars of both 
public and private funds have been invested but economic 
growth has been limited. The major factor lacking in the 
underdeveloped countries is the accumulation of knowledge 
and skills in the people—human capital. This point has been 
demonstrated in reverse fashion in some relatively well de­
veloped economies as they came under the domination of Com­
munism. At least a part of the economic problem in places 
like East Germany and Cuba is related to the fact that the 
people with the most education and the highest skills have 
fled to freedom or been liquidated because they did not accept 
the new regime.
In relating education to economic growth, the importance 
of research becomes evident. At the college and university 
level, research is considered to be an integral part of the edu­
cational process. Faculty members who are both teachers and 
researchers are able to improve their own professional com­
petence as well as use the combination in the education of 
their students.
The impact of research on economic growth is well illustra­
ted by the evolution of American agriculture. Public edu­
cation at the college and university level began in 1862 with 
emphasis on agriculture and the mechanic arts at the newly 
established land-grant institutions. Research was added in 
1887 and extension education in 1914. This combination of 
educational resources has proven vital in creating the most 
productive agriculture in the world. The American agricul­
tural plant is so productive that we have a surplus problem, 
but more important is the fact that less than eight percent of 
the working force can produce the food and fiber require-
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merits of the nation with some left over. More than ninety 
percent of the work force is available to produce the other 
goods and services that make up the American level of living. 
In this context, agriculture is a major foundation stone under 
the economic growth of the United States.
The relation of the agricultural economy to total economic 
growth is also illustrated in other countries of the world. In 
the more undeveloped countries of the world where most of 
the population is engaged in food production (and often pro­
ducing a subsistence diet), there is little chance for economic 
growth until the problem of agricultural productivity is solved. 
That is why the first consideration of technical assistance pro­
grams is to improve the level of human capital in agriculture. 
This problem plagues a country like Russia where perhaps fifty 
percent of the work force is engaged in agriculture. Mr. 
Khrushchev knew that he could not catch up with the United 
States in the production of consumer goods and services, and 
at the same time, keep up in the military and space areas un­
less he increased his nation’s agricultural productivity. It was 
not just because he was a country boy that Mr. Khrushchev 
gave so much attention to agriculture.
Economists have attempted to measure the economic value 
of the public investment in agricultural research. A study 
by Zvi Griliches estimates that the investment in hybrid corn 
research was yielding a return of about 700 percent per year 
to the U. S. economy as of 1955. The rate of return to agri­
cultural research as a whole is estimated at 35 percent per 
year. As more economists become concerned with studying 
education as an investment in human capital, it seems certain 
that estimates can be expected on the rate of return in other 
areas of research, and for education generally.
A leading student of the economic value of education is Theo­
dore W. Schultz, nationally known economist at the Univer­
sity of Chicago. He points out that education increases the 
capability of people to adjust to job opportunities associated 
with economic growth—another bonus from investment in 
human capital which can be related to the large migration of 
people from agriculture as the productivity of labor in farm­
ing has increased. It can be significant in relation to the im­
pact of automation on particular industries. People with more
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education can change occupations without retraining or, at 
least, with less retraining.
If the concept that education is an investment in human 
capital is accepted, there still remains a question as to how 
many individuals should be educated, in which fields, and at 
what levels. As public outlays for education have increased, 
there has been growing interest in finding some way to dis­
criminate among the individuals who take adavantage of the 
opportunity to attend public institutions of higher education. 
Advocates of placing some limitations on who should attend 
public colleges and universities point out that this procedure 
is followed in some other countries. In this connection, the 
words of Sir Eric Ashby are worthy of note:
Our British policy for higher education is tenable only on 
certain assumptions. The first assumption is that the tech­
niques for selection are efficient, reliable, and satisfy social 
justice. The second assumption is that the numbers of young 
people selected each year for different kinds of fulltime higher 
education are sufficient for the nation’s needs. The third as­
sumption is that we offer acceptable opportunities for part- 
time further education to those who are not selected. None 
of these assumptions are justified.
It is true that some young people in Montana attempt college 
and university education who are not able to handle this level 
of education. But, in terms of the state’s total investment in 
human capital, this may be a small price to pay. Further­
more, until the state offers adequate educational opportuni­
ties for students who will not receive college-university level 
education, it is difficult to justify restricting some individuals 
from public higher education. In the scientific-technological 
age in which we live, an uneducated person is not able to 
make his maximum contribution to himself and to society. A 
substantial and expensive expansion in the vocational-techni­
cal area of education is required if some students are to be 
ruled out of college-university level education. And there still 
remains the problem of deciding who should have what kind 
of education.
These complexities suggest a need for separating in the 
public mind the housekeeping and the investment costs of 
state government. The housekeeping functions are not ex­
pected to produce returns. They are an out-of-pocket ex-
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penditure for services provided the public. Until recently, 
education has been considered as a part of the housekeeping 
costs. The evidence indicates that education should be in the 
investment category and that the state will benefit by in­
vesting in human capital to the point where each individual 
receives the maximum education he can use effectively.
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The Civil Rights Act of 1964
THOMAS PAYNE, Chairman 
Department of Political Science 
Montana State University, Missoula
|
No legislation passed by Congress in the past decade has 
provoked more controversy than has the recently enacted 
Civil Rights Act of 1964. Signed into law by President John­
son on July 2, the new legislation has yet to be fully imple­
mented by administrative action, let alone reviewed by the 
Supreme Court. Much misunderstanding inevitably persists 
as to what exactly this significant law provides. The Civil 
Rights Act of 1964 is now the law and it is important that we 
understand both what it does provide and what it does not 
provide. This essay was written to clarify the provisions of 
the law and to correct some misunderstandings about it.
To understand the 1964 legislation it is necessary to know 
something of the historical background leading to its passage. 
Since the end of the Civil War a century ago, Congress has 
repeatedly sought to deal with the problems created by the 
freeing of the Negro slaves and by their incorporation into 
our body politic as American citizens. The Thirteenth, Four­
teenth, and Fifteenth Amendments to the Constitution, adopted 
shortly after the close of that war, were designed in large 
measure to assure that the newly-freed Negro would be placed 
on an equal footing with all other American citizens with re­
spect to the enjoyment of constitutional rights. However, 
astute southern legal minds quickly found methods of evading 
the spirit of these constitutional amendments with the result 
that the bulk of the Negroes derived virtually no benefit from 
the amendments prior to the 1940’s. i
In the past quarter of a century a slow change has been oc­
curring, which has gradually elevated the status of the Negro 
from his position as a “second-class citizen.” Many forces 
have contributed to the Negro’s improved status with respect 
to the exercise of his constitutional rights as an American citi­
zen. The migration of large numbers of Negroes to northern
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urban centers, the impact of World War II and the Korean 
War, the improved level of education and training of Negroes, 
and notable decisions of the U. S. Supreme Court have all con­
tributed to the rising social, political, and legal status of the 
Negro. During this period, also, Congress has been asked re­
peatedly to assume a greater role through legislation in bring­
ing about an improved position for Negroes. Prior to 1964, 
the most important result of congressional action was the 
passage of the Civil Rights Acts of 1957 and 1960, both of 
which dealt mainly with voting rights.
It seemed evident by the early 1960’s, however, that despite 
the progress that had been made in eliminating discrimination 
in education, voting rights, and civil liberties in general, that 
more remained to be done if the Negro American were to 
stand on equal footing with his white brother. All recent 
American Presidents—Roosevelt, Truman, and Eisenhower— 
had urged Congress to enact more comprehensive legislation. 
Both major political parties had in national platforms called 
for such legislation. It was against this background that the 
late President John F. Kennedy sent to Congress on June 19, 
1963, his civil rights bill. None but the most reckless pro­
phet then would have dared to predict its passage by Con­
gress in the language in which it was introduced or anything 
close to that language.1 It is all the more remarkable, then, 
that the bill which finally emerged after more than one year 
of legislative consideration was considerably stronger than 
the original Kennedy proposal.
The legislative history of the Civil Rights Act of 1964 shows 
its ability to command huge bipartisan majorities in both 
houses of Congress. The bill, considerably toughened by the 
Judiciary Committee, passed the House of Representatives on 
February 10, 1964, by a vote of 290 to 130. Its greatest hurdle 
lay ahead in the Senate, however, where it was assumed that 
southern senators would employ the rule of unlimited debate 
to talk the bill to death. Cloture, a device for cutting off de­
bate, required a two-thirds vote, and the 12 previous attempts 
to adopt cloture with respect to pending civil rights legisla­
tion had failed. This time, however, after several weeks the
'Congressional Quarterly, June 19, 1964, p. 1205.
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Senate supporters of civil rights were able to muster more 
than the necessary two-thirds vote and, in precedent-shattering 
action, voted to impose cloture, 71 to 29, with 23 Democrats 
and 6 Republicans voting against the cloture motion. With de­
bate on the Civil Rights bill curtailed by cloture, it was a 
simple matter to bring it to a successful vote, 76 to 18, on June 
17, 1964. The Senate had added a number of amendments to 
the original House version, and it was now necessary to se­
cure House approval for the amended version. On July 2, 1
1964, the House gave final approval to the amended bill by a 
margin of 289 to 126, and President Johnson signed it the same 
day.
That the Civil Rights Act of 1964 was able to command the 
large majorities it did in both houses of Congress reflects not 
only the bipartisan support within Congress and strong en­
dorsement by President Johnson, but also the skilled leader­
ship within both houses and the substantial political pressures 
that were generated for the bill outside of Congress. In the 
Senate, the effective leadership of the Democratic majority 
by Senator Hubert Humphrey of Minnesota and of the Re­
publican minority by Senator Everett Dirksen of Illinois was 
of critical importance. The bill was endorsed by thirty-nine 
of the fifty state governors at the 1964 Governors Conference. 
More than eighty national groups, representing church, pro­
fessional, labor, and Negro groups, worked in association as 
the Leadership Conference on Civil Rights to provide power­
ful support. Senator Dirksen stated the prevailing mood of 
Congress on the pending legislation when he said to his col­
leagues in the Senate: “ . . . we dare not temporize with the 
issue which is before us. It is essentially moral in character.
It must be resolved. It will not go away. Its time has come.”2
The Civil Rights Act of 1964 contains eleven titles and, in 
“slip law” form, runs to 28 pages.3 While this essay will dis­
cuss all parts of the bill (called Titles) most emphasis will be
“Quoted in ibid., p. 1231.
3A11 references pertaining to the law are to Public Law 88-352, 88th 
Cong. When incorporated into the United States Code Annotated, its 
citation will be 78 S t a t241. Copies of the law in pamphlet form can 
be secured by writing to a Congressman.
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given to the more important provisions. It is obviously im­
possible to provide a detailed analysis of all provisions in the 
available space.
Voting Rights
Title I, which deals with voting rights, is designed to facili­
tate the registration and voting in federal elections of all citi­
zens without discrimination of any kind. It prohibits discrimi­
nation by state officials in determining the qualifications of 
individuals to vote in federal elections. An individual may not 
be denied the right to register or vote in a federal election be­
cause of immaterial errors. Except by special agreement with 
the Attorney General, states using literacy tests to determine 
the eligibility of voters must administer such tests in writing.
If the Attorney General finds an area has a pattern of dis­
crimination with respect to voting rights, he may sue in a 
special three-judge federal court to bring an end to such dis­
crimination. The possession of a sixth-grade education is a 
presumption of literacy under the provisions of this title, ex­
cept that such presumption may be challenged in court by 
the state in question. Taken together, these provisions should 
make it possible for far more Negroes in the South to register 
and vote than have been able to do so in the past. In 1961, in 
100 counties of the Deep South, 89 percent of the eligible white 
voters were registered, whereas only 9 percent of the eligible 
Negro voters in these same counties were registered. In 250 
southern counties, less than 15 percent of the eligible Negroes 
were registered.4
Public Accommodations
Title II, which deals with public accommodations, is one of 
the two most controversial parts of the Civil Rights Act of 
1964. Its intent is set forth in the first paragraph of Sec. 201, 
which asserts: “All persons shall be entitled to the full and 
equal enjoyment of the goods, services, facilities, privileges,
*Congressional Record, Vol. 110, No. 69, April 11, 1964, 88th Cong 2nd sess., p. 7473. * *
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advantages, and accommodations of any place of public ac­
commodation, as defined in this section, without discrimination 
or segregation on the ground of race, color, religion, or na­
tional origin.”5 Public accommodations include the following 
kinds of establishments: hotels, motels, theaters, motion pic­
ture houses, sports arenas, restaurants, cafeteries, gas stations, 
and barber shops located in hotels. Anyone who is discrimi­
nated against on grounds of race, color, religion, or national 
origin in any of these kinds of establishments may sue for an 
injunction in a federal court to eliminate this discrimination.
Where a pattern of discrimination exists with respect to 
public accommodations, the Attorney General of the United 
States may intervene through suit in a federal court. Thirty- 
four states already have laws dealing with discrimination in 
public accommodations. - Recourse to the state law as a remedy 
for discrimination is mandatory before the national law can 
be invoked. This provision, often overlooked by critics of 
the Civil Rights Act, softens considerably a most controversial 
provision. Furthermore, when a case arises in a federal court 
under this title, the case is first referred to a Community Re­
lations Service newly created by the Civil Rights Act. This 
agency is given 120 days in which , to attempt to settle the 
controversy in question through informal negotiation and 
compromise.
The famous “Mrs. Murphy” section exempts roominghouses 
with five or less rooms for rent. The legislation in no way 
applies to or affects the rent or sale of private homes. It does 
not apply to private clubs, only to “public” accommodations. 
Nor does the legislation interfere in any way with the complete 
freedom of a business establishment to set standards of con­
duct and dress for persons using its facilities. For example, 
although it is contrary to the law to exclude from a restaurant 
someone who happens to be a Negro, it is possible to specify 
that all male customers must wear coats and ties, and to deny 
service to those who do not comply with the standard, be they 
white or colored. The standards imposed by a business estab­
lishment must, of course, be impartially administered.
GPublic Law 88-352, op. cit., p. 3.
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Federally Assisted Programs
Title VI of the Civil Rights Act protects persons against dis­
crimination on the ground of race, color, or national origin in 
state or local programs which are supported in part by federal 
funds. Where such discrimination occurs, federal agencies are 
empowered, after observing certain procedures, to suspend 
federal assistance. Each federal agency administering grants 
to state or local authorities must first adopt rules and regu­
lations setting forth the conditions which must be met by re­
cipients of federal grants. Such rules and regulations must 
be approved by the President.
If an agency decides to suspend federal aid to a state be­
cause of discrimination, the state authorities must first be 
given opportunity to comply with the agency’s rules through 
voluntary arrangements. If the state authorities refuse to 
comply, the agency in acting to terminate federal assistance 
must file a report of its action with committees of both houses 
of Congress having legislative supervision over the particular 
program. The termination does not become effective until 
thirty days after the filing of this report.
The language of the statute makes it clear that action to 
suspend the payment of federal funds because of discrimination 
in one state program in no way jeopardizes the state’s ca­
pacity to continue to receive federal aid in other programs un­
affected by discrimination. For example, the existence of dis­
crimination in a particular state’s welfare program could lead 
to the suspension of federal welfare aid, but would have no 
affect on federal grants for highway construction where no 
discrimination was involved. Moreover, the statute applies 
only to federal grants to governmental units and has no bear­
ing in those cases where individuals are direct recipients of 
federal payments.
Equal Employment Opportunity
Title VII of the Civil Rights Act, dealing with equal em­
ployment opportunity, is not only the longest title of the Act 
but also probably the most controversial. In all likelihood, it 
is also of greatest interest to those businessmen who read the
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Montana Business Quarterly. It is far too long to handle in a 
detailed fashion, but the salient features will receive attention.
In essence, the title provides that employers with 25 or more 
employees, or labor unions with 25 or more union members 
whose activities affect interstate commerce (a category which 
would now include the bulk of economic activities carried on 
in this country) may not discriminate in their employment 
activities on the grounds of race, color, religion, sex, or national 
origin. Employment agencies are also included under the 
provisions of this title. Among discriminatory practices that 
are prohibited are those pertaining to hiring, firing, pay policy 
or conditions of employment, classification, apprentice train­
ing, exclusion from union membership, or publishing recruit­
ment notices which specify race, color, religion, sex, or na­
tional origin in a manner which is discriminatory.
This provision does not become operative for one year. In 
the first year of its operation (1965-1966) it will apply only 
to unions with more than 100 members or employers with more 
than 100 employees. In the second year of its operation the 
number is reduced to 75. The provision after three years in 
effect will apply to all firms or unions with 25 or more em­
ployees.
A bipartisan, five-member Equal Opportunity Commission 
is established by the legislation for the purpose of investigating 
complaints and attempting to work out voluntary settlements. 
If voluntary settlement cannot be secured the complainant may 
sue in a federal court. Before recourse is had to either the 
Commission or the federal courts in those states which have 
equal employment opportunity legislation of their own, the 
appropriate state authorities must first be given 60 days in 
which to settle the problem. With the permission of the fed­
eral court hearing complaints under this title, the Attorney 
General may intervene if he believes that a “pattern of dis- 
crimination,, exists.
The legislation does not establish preferential treatment for 
Negroes. Indeed, there is nothing in this or any other statute 
that requires the hiring of Negroes or any other minority 
group. It is provided, rather, that such groups may not be 
discriminated against in employment practices. Contrary to 
a widely expressed impression, no quotas of how many must
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be hired from a particular minority group are specified. To 
establish quotas would be a form of discrimination itself. 
Under the terms of the law, employers are free as before to 
specify their own job qualifications. Religious organizations, 
including colleges and schools closely associated with a par­
ticular denomination, are permitted to continue the employ­
ment exclusively of members of their own denomination, being 
expressly exempted from the provisions of this title.
Other Provisions
In addition to the four titles that have been discussed, other 
provisions of the act require briefer notice. While on the 
whole less controversial, they nevertheless merit discussion, 
if in less detail.
Under Title III the Attorney General is empowered to bring 
suits in federal courts to desegregate public facilities. Before 
acting, the Attorney General must first receive a written com­
plaint. Action may be taken to desegregate or to prohibit dis­
crimination as regards publicly-owned parks, hospitals, reading 
rooms, beaches, when aggrieved persons are themselves unable 
to sue. Title IV provides that the Attorney General may, after 
local authorities have been given ample time to comply with 
the law, bring suits in federal courts to compel school integra­
tion. The Commissioner of Education is authorized to provide 
grants to communities which so request to help them prepare 
for integration. The title specifically excludes any requirement 
that children in racially imbalanced neighborhoods be trans­
ported to other schools to end racial imbalance, a common mis­
apprehension on the part of the bill’s opponents. In spite of 
the disclaimer in this section, the distorted view persists that 
the legislation requires bussing of pupils to end de facto segre­
gation.
The Commission on Civil Rights, which was established in 
1957, is continued for four years (until 1968) under the terms 
of Title V. This body has no enforcement powers but has been 
useful in gathering information and serving as a clearing­
house on civil rights. It may investigate and is required to 
report periodically to Congress on its activities. Title VIII 
requires the Secretary of Commerce to collect and compile
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voting statistics for those of voting age by race, color, or na­
tional origin. No person is required, however, to disclose such 
information concerning himself to the persons conducting such 
a survey.
Title IX makes the decision of a federal court returning a 
civil rights case before it to a state court subject to review 
upon appeal to a higher federal court. The effect of this pro­
vision is to make it more difficult to have such cases referred 
back to state courts which, in the South, at least, are gen­
erally less inclined to grant justice to Negroes. It also author­
izes the Attorney General to intervene in suits brought by 
private parties seeking relief from a denial of equal protection 
of the laws. Title X establishes a Community Relations Ser­
vice in the Department of Commerce for the purpose of as­
sisting local communities in settling disputes arising out of 
practices of discrimination. President Johnson has appointed 
former Governor LeRoy Collins, a Florida Democrat, to be the 
first chairman of this body. Title XI provides for jury trials 
in criminal contempt proceedings under all but the voting 
rights title of the Act, and limits punishment for such con­
tempt to a maximum of six months in prison and/or $1,000 
fine. Thus the traditional power of . a judge to punish sum­
marily (i.e., without a jury trial) for contempt does not, with­
out the concurrence of a jury, extend to cases arising under 
this legislation. Such proceedings are most likely to grow 
out of the granting of injunctions. In effect federal judges 
will be restricted by southern white juries—a powerful safe­
guard usually overlooked by vociferous critics of this law.
Conclusion
We in Montana are relatively insulated from the forces 
which produced the Civil Rights Act of 1964. It is difficult 
for us to realize that conditions prompting legislation as dras­
tic as this could exist. It seems fantastic to us that a Negro 
minister in Belzoni, Mississippi, who urged fellow Negroes 
to register to vote could be shot down in broad daylight on 
the courthouse steps with no subsequent effort to identify the 
murderer. We cannot fully appreciate the kind of situation 
which existed in Gadsden County, Florida, where 300 Negro 
teachers were informed that they would be fired if they at-
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tempted to register. Nor can we understand how business 
leaders in Fayette County, Tennessee, might threaten dire 
economic reprisals against Negroes who registered. If events 
such as these had not occurred in very recent years, the legis­
lation just discussed would not have received the overwhelm­
ing bipartisan support in Congress that it did.®
Business leaders like the late Eric Johnston, once head of the 
U. S. Chamber of Commerce, have spoken out against dis­
crimination. Johnston said: “The withholding of jobs and 
business opportunities from some people does not make more 
jobs and business opportunities for others. Such a policy merely 
tends to drag down the whole economic level . . . intolerance 
is destructive; prejudice produces no wealth; discrimination 
is a fool’s economy.”7 And former Attorney General Ken­
nedy, speaking against discrimination in accommodations, re­
marked: “White people of whatever kind—prostitutes, nar­
cotics pushers, Communists, or bank robbers—are welcome at 
establishments which will not admit certain of our Federal 
judges, ambassadors, and countless members of our Armed 
Forces.”8
Vociferous opposition to the legislation was voiced by many 
southern legislators. Perhaps the most bitter criticism was 
stated by Congressman Howard Smith of Virginia. Speaking 
before the final vote in the House, Smith said:
When the roll is called, you will vote this monstrous invasion 
of the civil and constitutional rights of all the 180 million 
people of this country into the law of the land. It will contain 
implements of oppression upon the people of this country un­
matched in harshness and brutality and raw dictatorship never 
before witnessed since the tragic days of reconstruction fol­
lowing the War Between the States.
You have sowed the wind. Now an oppressed people are to reap the whirlwind.1'
Sharply at variance with the words of Congressman Smith 
were the actions of Congress. Smith’s colleagues in the House
'‘Congressional Record, op. cit., p. 3.
Hbid.
*Ibid.
°Congressional Record, Vol. 110, No. 133, July 2, 1964, 88th Cong 2nd sess., p. 15338. ’
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chose rather to follow the point of view eloquently expressed 
by Congressman John Lindsay of New York, who said:
Mr. Speaker, what this bill does at this historic time and mo­
ment is to deliver on the promise that was made by the Con­
stitution, and most especially those mighty amendments to the 
Constitution that were passed after the War Between the 
States.
We ask that the bill be given a chance to work. We ask that 
all persons who have the most at stake exercise restraint and 
wisdom in the weeks and months to come in order to give the 
legislation a chance to work in the manner in which it should.
And we ask that in this House of Representatives today, by our 
vote for this civil rights bill, the Civil Rights Act of 1964, that 
we do our job as we must and that we deliver on that promise 
which our forefathers made 100 years ago to the citizens of this 
great country.
The Civil Rights Act Of 1964 is now the law of the land. Its 
basic objective is not, as is sometimes alleged, to legislate 
morality, nor is it designed to grant preferential treatment to 
any minority. Rather, its broad purpose is to eliminate dis­
criminatory treatment of minorities and to insure that all mi­
norities are able to enjoy their basic constitutional rights on 
an equal basis with all of their fellow citizens.
The new legislation has yet to be tested in the Supreme 
Court of the United States. But it has already received a 
surprisingly widespread and nonviolent acceptance in most 
sections of the country, notably in the South. No less an 
authority than J. Edgar Hoover has assured us that the recent 
outbreaks of rioting and lawless vandalism by Negroes in a 
number of northern cities have no relationship to the Civil 
Rights law. Indeed, it is the great hope of the sponsors of this 
most significant piece of legislation that its application will 
reduce violence and lead to peaceful settlement of racial prob­
lems in America. If it does that, it will not only have made 
a lasting contribution to all segments of our society, but will 
have strengthened this country to an incalculable degree.
Ibid., p. 15349.
The Cash Flow Myth
DONALD J. EMBLEN
Professor of Business Administration
Montana State University, Missoula
Fifty years ago the majority of business organizations calcu­
lated their profit or loss from operations on a cash basis; that 
is, if cash receipts exceeded cash disbursements, there was a 
“profit”; if cash receipts fell short of cash disbursements, the 
business “suffered a loss.” Many small businesses today keep 
their records on a cash basis. However, as the art of accounting 
developed, it became generally recognized among accountants 
and the managers of business firms that a profit or loss could 
be more realistically determined if the accounting records were 
kept on an accrual basis: the method of accounting whereby 
revenue and expense are identified with specific periods of 
time such as a month or year. The past four or five decades 
have witnessed the universal adoption of accrual accounting 
by all but the very smallest business firms in the country. 
Reporting the results of operations on anything but the accrual 
basis today would be most unusual. Accrual accounting has 
developed because businessmen recognized that it overcame 
the shortcomings of cash movements as indicators of economic 
progress. A firm’s economic progress is best measured by its 
net income which may be represented by an increase in assets 
such as cash, receivables, inventories, investments, and plant 
and equipment. It is important to note that net income is not 
restricted to the movement of cash alone.
During the 1950’s the expression “cash flow” began to appear 
in the financial literature and was advertised as an aid in 
evaluating the progress of a business. As the public has be­
come more investment minded, the popularity of cash flow 
analysis has grown and today, to be considered properly sophis­
ticated in financial matters, an investor or financial analyst 
must be able to create the impression that he knows all about 
cash flow. Many investors use “cash flow” as an evaluation 
procedure to supplement the more traditional criterion of cor­
porate economic progress—net income. On the other hand, too
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many investors think that “cash flow” is more significant than 
net income and rely too heavily on what they think is cash flow.
An unfortunate part of the growing popularity of “cash flow” 
analysis is that it represents a reversion to the pre-accrual days 
when firms were smaller and cash movements were considered 
to be a reliable yardstick for measuring economic progress. 
Businessmen know that a cash flow yardstick tells only one 
part of the story; yet “cash flow” analysis is given such em­
phasis in investment literature that investors tend to become 
convinced that it must be the ultimate tool. Financial analysts 
write convincingly, but many of them do not understand the 
real meaning of cash flow. They have a “gimmick” and many 
of them are using the concept of cash flow so indiscriminately 
that investors may be misled.
What does “cash flow’. mean? As it is popularly but erron­
eously used, “cash flow” means the net income of a business 
plus depreciation and, in the case of some businesses, amorti­
zation of wasting assets. Everyone knows that net income 
is likely to generate cash, but net income is the result of 
charging against revenue expenses some of which do not re­
quire cash outlays. Depreciation is usually the largest expense 
item not requiring a cash outlay. Therefore, so our analysts 
tell us, when you add to reported net income the current de­
preciation charged off, you have “cash flow.” But, do you? 
You have a figure, it is true, but you do not have an indicator 
of cash flow.
The term “cash flow” comes closest in its meaning to the 
expression “Funds provided by operations” in the typical funds 





Depreciation and other 
charges to earnings 
not requiring cash
By issuance of new common 
stock for cash 7,480,000
$2,641,000 
2,357,000 $ 4,998,000
Total funds provided $12,478,000
National Indicators
GROSS NATIONAL PRODUCT
1957-59 = 100 — Seasonally adjusted, annual rates
DISPOSABLE PERSONAL INCOME





“t---1-- 1---1---1-- 1- 0 -*■
56 59 60 61 62 63
( i l l !
j f m a m j  j a s o n o
INDUSTRIAL PRODUCTION
1957-59 = 100 — Seasonally adjusted
YEARLY INDEX QUARTERLY INDEX 
-----1963 -------- 1964
























UNEMPLOYMENT AS % OF THE LABOR FORCE 







































■ 0̂ • • • • I I I I T I 1----- 1

















1957-59 = 100 — Seasonally adjusted
NONAGRICULTURAL EMPLOYMENT
1957-59 = 100 — Seasonally adjusted
0 J—i---r~,m i 1 1--1—
58 59 60 61 62 63 0  *~ r  I i  " I 1 i  ""» i — i 1 r ■ ■ t  i t -J F M A M J J A S 0 N D
YEARLY INDEX MONTHLY INDEX 




- 0J ■ * - ■ ■ ■ ■ ■ I I





YEARLY INOEX MONTHLY INDEX 












(Inverted Scale) 1957-59 = 100 — Seasonally adjusted
AVERAGE WEEKLY HOURS, MANUFACTURING







58 59 60  61 62 63 J F M A M J .1 A S 0  N D
SOURCES OF DATA 
National Indicators
G r o s s  n a t ion a l p r o d u c t : U. S. Department of Commerce, Office of Business Economics.
D isp o sa b le  p e r s o n a l in c om e : U. S. Department of Commerce, Office of Business Economics.
In d u s tr ia l p r o d u c t io n : Board of Governors of the Federal Reserve System.
U n em p lo ym en t a s a  p e r c e n t  o f  th e  la b o r  f o r c e : U. S. Department of Labor, Bureau of Labor Statistics.
W h o le sa le  p r i c e  in d ex . U. S. Department of Labor, Bureau of Labor Sta­tistics.
C on su m e r  p r i c e  in d e x : U. S. Department of Labor, Bureau of Labor Sta­tistics.
Montana Indicators
B ank  d e b it s : Federal Reserve Bank of Minneapolis.
E m p lo y e d  w o rk  f o r c e : Unemployment Compensation Commission of Mon­tana, in cooperation with the U. S. Department of Labor, Bureau of Labor Statistics. Excludes military.
N on a g r icu ltu ra l em p lo ym en t : Unemployment Compensation Commission of Montana, in cooperation with the U. S. Department of Labor, Bu- reau of Labor Statistics. Wage and salary workers only.
T o ta l u n em p lo ym en t : Unemployment Compensation Commission of Mon­tana, m cooperation with the U. S. Department of Labor, Bureau of Labor Statistics.
A v e r a g e  w e e k ly  h ou r s  in  m a n u fa c tu r in g  in d u s tr ie s : Unemployment Com­pensation Commission of Montana in cooperation with the U S De­partment of Labor, Bureau of Labor Statistics.
YEARLY INDEX MONTHLY INDEX 
-----1963 -------- 1964
o- 
5 0 - 











THE CASH FLOW MYTH 29
Funds were used for:
Plant addition $ 6,389,000
Payment of dividends 1,500,000
Increase in working capital 4,589,000
Total funds used $12,478,000
A funds statement is a very useful device in analysis work 
to show where funds came from and where they were used, 
but this is not a cash flow statement. The term “funds” means 
working capital—not cash. The funds, or working capital, pro­
vided by operations, in the above statement, of $4,998,000 rep­
resents working capital generated by operations, and it is pos­
sible, although rather unlikely, that none of this amount is in 
the form of cash. It could be all in accounts receivable, or all 
in inventory, or in a combination of the two.
To illustrate the false conclusions that could result from
using the “cash flow” concept as it is popularly defined, let us
assume an extreme situation. A company has sales for the
year of $500,000, all on account. During the year, $100,000 of
these accounts have been collected so $100,000 of cash flowed
into the business. Expenses for the period amounted to $150,000
of which $100,000 have been paid, leaving a cash balance of
zero. Depreciation of buildings and machinery was $200,000.











The $100,000 of cash received from accounts receivable was 
used to pay operating expenses and, consequently, the com­
pany has no cash. Financial analysts, however, would say that 
cash flow was $350,000—net income of $150,000 plus deprecia­
tion of $200,000. What is the value of this kind of analysis 
when it can be so misleading?
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The use of “cash flow” analysis has value if the results are 
interpreted correctly. It would be better if the term “work­
ing capital provided by operations” could be substituted for 
“cash flow”; but it is not likely that analysts will change their 
terminology. “Cash flow” should not be interpreted literally 
because it is, in fact, a myth. Working capital provided by 
operations or “cash flow,” if you insist, provides a clue to the 
probability that regular dividends will be maintained in the 
face of falling earnings, or that debt retirement can proceed 
without refinancing, or that plant facilities can be modernized 
without increasing debt or capital. The presumption is that 
a company that is able to generate working capital from its 
own operations has a high degree of liquidity and can probably 
pay dividends, retire debt and modernize plant from its inter­
nally-generated resources.
“Cash flow” should not be used as a substitute for net income 
as an indicator of success or failure, but it is frequently so used. 
A recent publication of the American Institute of Certified 
Public Accountants on the subject of “cash flow” analysis 
states that: “ ‘Cash flow’ is no more informative as an indicator 
of success or failure than ‘sales price’ is in telling us whether 
the vendor is making good use of his resources.”1 Some finan­
cial analysts have even gone so far as to use the expression 
“cash flow earnings” for the figure obtained by adding to net 
income the depreciation taken. In connection with this devel­
opment this same AICPA study had this to say: “It cannot be 
emphasized too strongly that the examples of ‘cash flow earn­
ings’ that are found in actual practice are not even indicators 
of earnings on a cash basis of accounting because no recog­
nition is given to capital consumption on a cash or any other 
kind of basis.”- Perhaps Professor William A. Paton was right 
when he said, “Security analysts, not always noted for their 
grasp of accounting principles and procedures, seem to be 
suffering from an acute attack of ‘cash-flowitis,’ manifested 
especially by their fondness for per-share calculations of ‘cash
AICPA, “ ‘Cash Flow’ Analysis and the Funds Statement,” Accounting 
Research Study No. 2, p. xii, 1961.
-Ibid.
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flow’ in company with or superseding figures for net earnings 
per share.”3
It might be expected that the improper use of the expression 
“cash flow” would give rise to another misconception associ­
ated with the idea that net income plus depreciation equals 
cash flow. If “cash flow” is thought to be net income plus 
depreciation, then one who is unacquainted with accounting is 
apt to conclude that depreciation must be a source of cash. 
Financial analysts might like to have people believe this, but 
the fact is that depreciation is not a source of anything. I 
found one of the best examples of this utter lack of under­
standing of the nature of depreciation in a recent article deal­
ing with the subject of cash flow that appeared in the Forbes 
magazine.4 In the heading of the article it was stated that, “In 
the excitement over profits, many people tended to forget that 
business has another source of cash income: depreciation.” 
Later, the same article stated that, “Depreciation money is 
actually cash in hand: It represents an excess of income over 
operating costs and taxes.” And, “Depreciation, after all, is 
strictly a bookkeeping item. Thus a company that reports a 
$l-million deduction for depreciation still has the $1 million.”
Statements such as this are not only incorrect but can mis­
lead an investor. Any first-year accounting student should 
know that depreciation is not cash in hand, and any business 
manager must be well aware that depreciation does not gen­
erate cash. It would be wonderful if all a manager had to do 
in order to produce more cash was to increase the rate of de­
preciation. But that isn’t the way things work. The AICPA 
study of “cash flow” referred to earlier stated that, “To speak 
of depreciation as a ‘source of funds’ or to use the language 
‘cash flow from depreciation’ is ill-advised since it implies that 
the total cash flow will vary with the rate or method of 
depreciation.”5
Depreciation charges do help to conserve cash. This ten­
dency to conserve cash has probably led to Forbes magazine’s
T p liiai963‘ Pa243 "The ‘Cash-Flow’ Illusion,” The Accounting Review,
*Forbes, May 15, 1964, p. 35.
“Op. cit., p. 38.
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erroneous conclusion that “a company that reports a $1 million 
deduction for depreciation still has the $1 million.” The fallacy 
of this kind of thinking can be demonstrated by a simple ex­
ample. Suppose that a company had cash sales of $300,000 and 
$150,000 of expenses all of which were paid in cash during the 
accounting period—a rather unusual situation. At this point, 
cash flow would be $150,000 ($300,000 minus $150,000). How­
ever, in addition to the cash expense, the company charged off 
as depreciation $100,000 of the cost of plant and equipment. 
Net income would be $50,000.
Sales (all for cash) $300,000
Cash expense $150,000
Depreciation 100,000 250,000
Net income $ 50,000
If the company paid out all its profits in dividends, it would 
distribute a maximum of $50,000 in cash. If no depreciation 
had been taken, net income would have been reported as 
$150,000, and that amount might have been paid out in divi­
dends. Depreciation, in this situation, conserved cash by keep­
ing it in the company to be used for other purposes. On the 
other hand, suppose the company had invested $100,000 cash 
in merchandise or had paid off a $100,000 note at the bank. 
That would have left $50,000 of cash, but after paying out 
$50,000 in dividends the cash balance would be zero. The fact 
that depreciation of $100,000 was charged off did not assure 
the company that it would have $100,000 in cash.
To develop this point a little further, let us assume that 
depreciation, in the above example, amounted to $125,000. Net 
income would then be $25,000. If the company paid $25,000 in 
dividends (all of its profits) and invested $100,000 cash in 
merchandise, it would have a cash balance of $25,000. Cash is 
not equal to depreciation, but the increase in depreciation from 
$100,000 to $125,000 tended to restrict or conserve $25,000 of 
cash for company use. Depreciation did not generate the cash, 
but it did help to prevent cash from being paid out in dividends.
The statement that, “Depreciation, after all, is strictly a book­
keeping item” suggests that depreciation expense is really not
THE CASH FLOW MYTH 33
very important to consider when evaluating the progress of a 
firm. This, of course, is not true. Depreciation, which is a 
method of charging to operations the cost of plant and equip­
ment used in the business, is as much a cost of operation as 
labor or material.
Financial analysts use “cash flow” analysis for comparing 
company growth even though what they are measuring is not 
cash flow but, instead, working capital. The analytical pro­
cedure has merit, but the tool employed is misnamed. It is 
unfortunate that the nature of depreciation is so misunder­
stood, but this is a direct result of the fuzzy thinking associated 
with the whole idea of “cash flow.” The current emphasis 
given to “cash flow” and depreciation as a source of funds 
tends to mislead and confuse the public and diverts attention 
from the only reasonable measure of performance—net income. 
More and more we find the “President’s Letter” in corporate 
annual reports referring to the “cash flow” of the business, 
and in some instances attention has been directed to “cash 
flow” in order to gloss over a poor earnings record.
The analyst is concerned with two problems: (1) the earn­
ings trend of a particular company which can provide a basis 
for forecasting future earnings and (2) the comparison of po­
tential earnings and financial strengths of various companies. 
Analysts have discovered that the net earnings reported by 
corporations do not always provide a suitable index for meas­
uring and comparing company performance. Hence, they have 
emphasized an alternative analytical technique which they 
refer to as cash flow. Analysts cannot be blamed for adopting 
alternative performance measuring techniques which they be­
lieve provide a more realistic evaluation, but they may be 
criticized for misrepresenting the tools they use.
Accountants must share a large part of the blame for the 
present emphasis on “cash flow.” The great variations possible 
for determining business income, and still remain within the 
limits designated by “generally accepted principles of account­
ing,” makes meaningful comparisons of different companies 
difficult, if not impossible. The wide differences in calculating 
depreciation, for example, can create significant differences 
m net income between companies. The analyst’s procedure of 
adding depreciation back to net income results in a figure for
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net income before depreciation that sometimes provides a 
clearer indicator of economic progress than traditional net 
income because it is free from discretionary variations in 
depreciation charges.0
Within the limits of generally accepted accounting principles 
a company may elect to charge off depreciation on a straight- 
line basis, in which the depreciation for a particular asset will 
be the same each year over its estimated life, or the company 
may use a method which results in a decreasing depreciation 
charge each year over the life of the asset. The latter method 
results in a depreciation charge greater than the straight-line 
method in the early years in the life of an asset and conse­
quently, net income will be less than it would be if deprecia­
tion had been calculated on a straight-line basis.
Federal income tax law allows companies to accelerate the 
write-off of fixed assets over a shorter period of time than 
would be the case if the normal useful life of the asset were 
used as a basis for the annual depreciation charge. Many com­
panies use accelerated depreciation for income tax purposes, 
and all too frequently this accelerated depreciation is used in 
determining net income for corporate annual report purposes. 
Thus, net income is subject to much, discretionary variation— 
and the result is that the usefulness of net income comparisons 
is impaired.
Accountants sanction the use of these different depreciation 
methods because they are considered by the profession, in gen­
eral, as acceptable procedures. The results force financial 
analysts to seek alternative means for evaluation. Not all 
accountants approve the wide latitude allowed in determining 
net income, as is indicated by the following: “Until accountants 
awaken to the responsibility for presenting the economic re­
sults of business entities in such manner that the users of 
financial statements are not misled, the users will continue 
to make adjustments to suit their particular needs. When too 
many adjustments become necessary, the users of statements 
will completely disregard them and rely instead on rumor,
Allan R. Drebin, “ ‘Cash-Flowitis’: Malady or Syndrome?”, Journal of 
Accounting Research, Spring 1964, p. 25.
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intuition, and glamour as ways of judging company perform­
ance.”7
A figure for net income before depreciation is helpful in 
analyzing the economic progress of a firm, but this figure 
should be used in conjunction with net income for the over-all 
picture.
Beware of “cash flow” figures, unless you are certain they 
mean what they say.
TDrebin, op. cit., p. 29.
Communism: A Broad View
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Like democracy, fascism or any other viable system of social 
organization, communism may be analyzed—and praised or 
criticized—from the point of view of its historical origins, the 
economic theories which it proclaims, the political techniques 
by which it wins and remains in power, or the sociological 
implications of its economic or political preachments and prac­
tices. In the long run, however, the ability of any socio-politico- 
economic system to endure and prosper must depend upon the 
success with which it marshals the allegiance of its citizens or 
subjects. Furthermore, such a system’s prospect of winning 
the support of people who live beyond its borders will depend 
essentially upon two factors: the system’s ability to paint and 
project an image of creativity and productivity within its own 
territory, and the success with which it exports that image 
abroad. Revolution may not be exportable, as Stalin was fond 
of protesting, but the success of a revolutionary regime in 
meeting the challenge of life in the modern world may invite 
emulation. Here lies the secret of Russia’s success in gathering 
support in the underdeveloped areas of Asia, Africa and Latin 
America.
Communism as a system may best be seen by an examination 
of the USSR, if for no other reason than that it has continued 
to exist in the face of almost insuperable odds for going on a 
half century. To the Western European or American observer, 
there is so much about the Soviet system that is sterile and 
even sinister that its attraction for retarded areas and their 
awakening peoples is impossible to understand. A review of 
the system’s failures and weaknesses too often seems to West­
erners to provide sufficient reason why communism should 
merit no serious consideration, and, indeed, should be rejected 
out of hand.
Communism as practiced in Russia, and elsewhere but not
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everywhere and perhaps not necessarily, has denied the indi­
vidual that dignity of identity which is the hallmark of West­
ern democratic capitalism. The individual liberties—of speech, 
conscience, press, association, and freedom from arbitrary ar­
rest—which Westernism at its best provides and assures, may 
be enumerated and promised in the constitution of the USSR, 
but they do not in fact exist as they are known in the Western 
world. During those fleeting moments since the Bolshevik 
Revolution of 1917 when some of these liberties seemed likely 
to be granted, there was always the threat that they would 
cynically be withdrawn at the whim of an arbitrary and ruth­
less dictatorship.
Certainly it is true that these individual liberties are not 
absolute in a democracy, as its critics never tire of pointing 
out. Nevertheless, the safeguards against the unreasonable or 
capricious curtailment of these common decencies of civilized 
society are as hallowed as the individual liberties themselves. 
There are, of course, times when Western society to assure its 
own survival must temporarily shelve or circumscribe these 
freedoms. No nation at war, no matter how democratic in 
peacetime, can permit its citizens to publish or speak out 
rashly, when an incautious revelation may endanger the se­
curity of all. Not even the wealthiest capitalist nation can 
permit the wastage of its economic resources upon frivolities 
in wartime, when every sinew of strength must be harnessed 
to the production of the weapons of war. When the emergency 
has passed, however, the comparative freedom of the indi­
vidual is sure to return.
Those nations which at present practice democratic capital­
ism, or a modified version of it—the Anglo-Saxon nations, 
France, Italy, West Germany, Belgium, the Netherlands, the 
Scandinavian countries, Finland, Japan, the Philippines, and a 
few others—have succeeded in providing their peoples with a 
far higher standard of living than have those nations which 
have come under communist rule. No one who travels in these 
democratic lands and then crosses into communist territory 
can avoid the shocked sense of passing into a different world. 
Indeed, he is doing so. He passes from a land of relative plenty 
into one of relative scarcity. To move from Western Europe 
into Eastern Europe is to witness the striking difference in
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what the two systems are providing their peoples. To pass from 
Japan or the Philippine Republic to mainland China is to wit­
ness that shocking difference in even greater degree. This is ! 
not to ignore the deplorable pockets of poverty which still may 
be found even in the United States. It does, however, point up 
the fact that, even in the Soviet Union, the wealthiest of the 
communist nations, there are no pockets of plenty to be found, 
as one can find them in varying but abundant measure in any 
capitalist country.
Every capitalist nation faces the problem of seeking a more 
equitable distribution of the goods it produces. The important 
fact is, nevertheless, that capitalism as a system does produce 
goods in great abundance, while communism as a system has 
not shown anywhere near the same productive capability. One 
may protest that the capitalist powers are rich and the com­
munist powers poor in natural resources, but statistics show 
that the USSR is second only to the United States in natural 
wealth, and in very fact Russia’s wealth is greater than that 
of the United States in many materials vital to modern indus­
try. To protest that Russia must produce guns rather than 
butter because of the Western threat to her security is to invite 
attention to the fact that American. capitalism, and to a less 
extent British and French and Italian and German capitalism, 
produces both guns and butter. It is clear beyond any denying 
that capitalism as an economic system outproduces commu­
nism. There may be organizational, or psychological, or socio­
logical or political reasons for this. Perhaps the simplest expla­
nation is that communism has failed to enlist the enterprise and 
the incentive of the individual, and that capitalism has suc­
ceeded in doing so.
Individual Soviet citizens, at great personal risk, have found 
their own ingenious ways of getting around the heavy hand of 
central planning which the system of state capitalism lays upon 
production in the USSR. Perhaps as much as a fourth of the 
Soviet national product is accounted for by private enterprise 
in one way or another. There is, of course, the notorious fact 
that the tiny garden plots privately operated by Russian farm­
ers produce nearly as much of the nation’s food supply as do 
the vast fields of the collective and state farms. Beyond this, 
however, the government has admitted to a disturbing amount
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of illegal production and distribution for personal profit by 
individuals who have even dared to set up clandestine knitwear 
factories, home construction enterprises, furniture plants, syn­
thetic fiber firms, lipstick companies, and distributing com­
bines for the sale of fruit and vegetables. Some enterprising 
motion picture producers have even organized their own 
studios, and Pravda in 1963 published for all to see the shame­
ful truth that three hundred such illegal studios had produced 
fifteen hundred films in the preceding two years. Such sur­
reptitious operations, frequently exposed in the Soviet press, 
are conducted through bribery, stealth, false bookkeeping en­
tries, and diversion of state-owned material and power and 
even rail and flight space to illegal manufacture and distribu­
tion. The penalties for such business acumen are severe. Since 
1960 hundreds have been sentenced to death and thousands 
have received long prison terms. However, in spite of the 
government’s vigorous campaign to expose and hold up to 
scorn such “capitalists,” or to blame such crimes upon Jews, 
the problem of stopping the leakage continues to plague those 
held accountable that society’s goods and services be not stolen 
away. And there have even been official hints that this shadow 
economy, embarrassing as it must be to the regime’s leaders, 
may have to be condoned as a sort of lubricant to the state- 
controlled economy which might be unable to operate with­
out it.
A serious weakness of communism as an economic system 
is the low quality of much of its output. The official press and 
Party leaders constantly complain of the shoddiness of clothes, 
of their lack of style, of their drab and fading colors and ten­
dency to shrink. The fare in Soviet restaurants is highly sea­
sonal, because of the government’s hesitation to experiment 
with food processing and long-term storage. Khrushchev has 
urged the adoption of American packaging and other merchan­
dising techniques upon Soviet distributive planners with little 
success. Wherever they are sold in the foreign market, Russian 
automobiles are ridiculed for the frequency with which they 
need repair and the lack of availability of spare parts. And 
few in communist countries travel in automobiles. Many ride 
bicycles or motorcycles. Most walk or use public transporta­
tion to and from work. The housing shortage is a constant
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embarrassment: families frequently are limited to a single 
room in an apartment building, sharing bath and kitchen with 
other families. A valiant effort has been made to relieve the 
situation, particularly with big city prefabricated apartment 
houses. But the rate of inexpensive new housing available does 
not keep pace with the movement of population from rural to 
urban areas. Such modest accommodations are a measure of 
the inability of the communist system to provide its citizens 
with the amenities which a capitalist economy is expected to 
provide.
Much of such weakness or backwardness is attributed, often 
by the highest Soviet officials and monotonously by the press, 
to the lack of imagination or the inefficiency or the corrupti­
bility of the bureaucracy. That Soviet citizens want better 
and deserve better than they get is a repeated theme. With 
that position few will quarrel.
Of all the freedoms of democratic society which communism 
denies its citizens, surely the most cherished as well as the 
most comprehensive is the freedom of choice. Within modest 
limitations, democratic capitalism grants its members the free­
dom to choose the type of life they will lead. They may make 
a livelihood in any one of many ways. They may pursue an 
education as little or as far as they like. They may choose the 
location of their dwellings and their occupations. They may 
attend the church or synagogue of their choice, or none if that 
be their choice. They may read what they choose, seek out the 
entertainment they prefer, dress as they like, travel where 
they will, with their own free choice of companions. They 
may save or invest their income or spend it, and even spend 
beyond it if they can arrange the credit. Under democratic 
capitalism the average man earns well beyond the minimum 
necessary for his physical survival. He may spend the surplus 
upon better food or housing or clothing, or upon profligate 
living if he is so inclined. Certainly not all members of a 
democratic-capitalistic society can share equally in such free­
doms. The salient fact, however, is that the state does not inter­
fere with the individual’s freedom of choice, much less dictate 
what the individual shall do or consume.
A damning weakness of communism is its inability to main­
tain itself by the free consent of its citizens. In this regard,
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of course, it does not differ from that other modern brand of 
dictatorship—fascism. The regime, even in the USSR where 
it has survied longest, would not dare to put to a free vote of 
its citizens the question of continuing communism or discard­
ing it for some form of democratic capitalism. Recent studies 
have revealed the astonishing amount of defection from Soviet 
rule that occurred in the early months of the German invasion 
of Russia in 1941, an amount that would have been far greater 
had it not been for the vicious treatment of the East Slavs as 
“sub-humans” by the German occupation forces. And, had it 
not been for the threat of recrimination by Soviet authorities 
after the war, a possibility which communist partisan leaders 
never allowed Russian civilians to forget, the number of de­
fections might have run far higher.1
The barrier of barbed wire and watch towers that scars the 
frontier between free Europe and the communist empire is 
sickening evidence that communism cannot hold its subject 
peoples except by force. The Berlin Wall, as East German 
leaders have candidly admitted, was erected not to keep out 
Western spies and saboteurs but to prevent the escape of tech­
nicians and professional people whose knowledge and skills 
the regime could not afford to lose. Hungary lost thousands of 
her best minds during those few days after the abortive 1956 
revolt when escape was possible. The evidence seems incon­
trovertible: if the wall and the wire were suddenly to be torn 
away, the number of those who would flee communist tyranny 
would be limited only by the willingness and the ability of the 
free nations to provide them sanctuary.
It is not only the inability of a communist regime to main­
tain itself in power with the free consent of its citizenry that 
marks it with a fatal weakness. The reverse of this coin is that 
under communism the citizenry has no effective way of con­
trolling the government. There are no safeguards in law, as 
there are in a democracy, from arbitrary bureaucratic action. 
The law-making process itself is a mockery of democratic 
legislative procedure. The leadership of the Communist Party 
decides upon and formulates new laws which are put before a 
national legislature, not to be debated or amended or even
’See J. A. Armstrong, Soviet Partisans in World War II, University of Wisconsin Press, 1964. J
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seriously considered, but to be passed unanimously by accla­
mation. The unanimity is hardly surprising, since all the 
members of the national legislature belong to or at least sup­
port the single legal party, and even their candidacy to sit in 
the legislative body has been approved by the Communist 
Party leadership. Consequently, the citizenry has no control 
over the enactment of the laws under which it must live, and 
no means by which policy may be altered by popular will. The 
government, free of any formal popular curb upon its actions, 
pursues whatever domestic and foreign policies please it, some­
times currying popular favor as the Russian leadership has 
done in recent years, at other times spurning or defying or 
cynically exploiting popular favor, as Stalin was wont to do. 
In a communist regime, or in any type of dictatorship for that 
matter, there is no way to “vote the rascals out.”
It is fundamental to the nature of a dictatorship that the 
citizenry is deprived of the formal means of determining the 
policies of its own government. To be sure, there are drastic 
informal means of imposing popular will upon government 
leaders—riots, rebellion and assassination. There were several 
attempts to assassinate Soviet leaders in the early days of the 
regime, and Stalin had nightmares. of fright that someone 
might slip through the tight security ring with which he sur­
rounded himself. But throughout the communist world riot 
and rebellion have accomplished little or nothing, and have 
been savagely dealt with on the rare occasions when they were 
tried. The futility of challenging tanks and planes and artillery 
with stones and clubs is enough in itself to make a popular 
uprising seem pathetically foolhardy. And the effectiveness of 
the secret police assures only the remotest hope than an at­
tempt to organize resistance to the government might succeed.
The existence of a secret police, and the arbitrary and ruth­
less methods by which it operates, are less a weakness in them­
selves than a mark of the weakness of a dictatorship, which 
can endure only by resort to the drastic application of force 
to those over whom it rules. Nevertheless, to Westerners the 
secret police force is one of the most repulsive, and yet one of 
the most typical, manifestations of dictatorship—fascist or 
communist. The seizure of a private citizen, perhaps on some 
vague charge or only on suspicion, his trial in a security police
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court where ordinary rules of evidence and procedure do not 
apply and where he is not faced by his accuser, the extraction 
of evidence by torture, and his execution or disappearance 
into some notorious prison—it is horrors such as these that 
make Westerners shudder at the thought of life under a com­
munist regime. The brutishness of the struggle to survive in 
Stalin’s slave labor camps,2 the bestial treatment of prisoners 
by police officials, the summary condemnation of men to long 
prison terms on the flimsiest of evidence or on none at all— 
these seem to Westerners to be typical of the communist dic­
tatorship where the dignity and the security of the individual 
count for nothing.
Although this analysis does not attempt to cover all the 
weaknesses and failures of communism, it is only realistic to 
recognize that communism has brought some gains to some if 
not all of the peoples who have come under its rule. Czecho­
slovakia and Poland and perhaps Hungary may have slipped 
backward, in many ways. It must not be forgotten, however, 
that Russia was a backward nation before the coming of the 
Bolsheviks, and that it has made enormous strides in many 
fields of endeavor. The same may be said with even greater 
emphasis of Romania and Bulgaria. Such strides, or even 
greater ones, might have been made under any other system. 
But to deny that there has been notable progress is simply to 
ignore the fact.
Communism in the Soviet Union has a long list of solid 
achievements to its credit. The USSR has become a modern 
industrial nation second only to the United States in the vol­
ume of its output. Its production of coal, steel, oil and elec­
tricity exceeds that of Great Britain, France and West Ger­
many combined. And the industrial plant upon which Soviet 
planners have focused much of their attention is a rapidly 
expanding one. The overall growth rate of the Soviet economy 
in 1961 was seven percent, while it was two percent in the 
United States. Moreover, industrial output rose over nine per­
cent that year, while American industrial output increased 
about one percent.
Tor a stinging indictment of the slave labor camps see the novel, A Day 
in the Life of Ivan Denisovich, by Alexander Solzhenitsyn (E P Dut- ton, New York, 1963).
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For the past thirty-five years the Soviet Union has concen­
trated upon the production of capital goods—heavy industry— 
at the expense of consumer goods. This has thrown an enor­
mous burden of sacrifice upon the people, and has held the 
standard of living far below what it might otherwise have been. 
Under constant fear of attack from the hostile West, whether 
or not the fear was justified, the government has chosen to 
produce steel mills, machine tool factories, power installations, 
truck and tractor plants, communication facilities, chemical 
plants and the like, rather than factories to produce refriger­
ators, washers, television sets, or the great variety of gadgets 
and consumer goods whose availability so distinguishes the 
American or British or German scene. The decision of the 
Soviet leadership to concentrate upon the production of capital 
goods may have been .a wise one. It gave the nation the 
strength with which to survive the German invasion in 1941. 
But it has led to a drab sort of existence for the Soviet con­
sumer, at least by contrast with the life of the Westerner. It is 
the Soviet consumer, then, who has paid the price for the 
industrialization of the USSR.
One consequence, and a planned one, of the concentration 
upon equipping the USSR with a modern industrial plant is 
that the nation stands today upon the threshold of a high 
standard of living, even by Western reckoning. The Soviet 
Union now has the heavy industry upon which to build a light 
or consumer goods industry, and indeed that light industry is 
rapidly being developed. The nation’s production of consumer 
goods, in spite of disappointing agricultural output, is far 
higher than it has ever been, and well beyond that of any other 
communist nation. In fact, Russia is regarded jealously by 
other communist countries as a “have” nation. The Chinese 
Communists accuse Moscow of seeking selfishly to avoid war 
with the West in order to protect the Soviet standard of living. 
Khrushchev indeed has shown less interest in pursuing the 
dogmatic goals of Marxism—world revolution and the over­
throw of capitalism—than in protecting the material gains 
which have come to the USSR. If Russia’s standard of living 
compares poorly with that of the United States, it still is far 
above anything Russia has ever known, and in fact far above
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the world average. The prospect that it will steadily and rap­
idly improve is an important factor in maintaining confidence 
in, and therefore stabilizing, the regime.
In reckoning individual income in a communist society and 
comparing it with the earnings of the American, it should not 
be forgotten that the communist worker receives a “socialized 
wage,” or social services, in addition to his individual cash 
income. This “socialized wage” is provided most generously 
to those industrial workers who belong to labor unions, thus 
insuring nearly universal membership in the unions. On col­
lective farms the social services are ostensibly provided out of 
collective farm income.3 A review of these social services re­
veals many now commonly accepted in capitalist societies, 
although the communist societies have granted them more 
generously than have most capitalist countries. In the Soviet 
Union, which offers the clearest example of the “socialized 
wage,” there are liberal pay allowances for sick workers; and 
under a health insurance program, the worker and all his 
family receive free medical and hospital care. The widow and 
children of any worker who dies receive a pension which di­
minishes as the children grow to adulthood. Retirement pen­
sions are provided for men at sixty and women at fifty-five 
who have been employed for twenty-five years or more. 
Women workers receive full pay for a month before and six 
weeks after the birth of a child, and an allowance for baby 
clothes and child care during the first nine months. The Soviet 
worker contributes nothing toward the provision of any of 
these social services. The Western critic will point out imme­
diately that the worker in fact does pay for them in the form 
of a reduced cash wage, and certainly this is so. The point is 
that a comparison of Soviet and American “take-home pay”
may not take account of the communist worker’s fringe bene­
fits.
The Soviet Union’s achievement in educating its masses is 
one of the most laudable and remarkable of all its accomplish­
ments. While the old tsarist regime had been moving in the 
early twentieth century toward the provision of educational 
facilities for the majority of its subjects, its progress had been
•In July 1964, Khrushchev announced that eligible collective farmers 
would receive their first old-age pensions the following year.
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slow. With the same impatience and insistence upon quick 
results which have characterized so much of Soviet action, the 
revolutionary government moved quickly to reduce or elimi­
nate the high rate of illiteracy in its population, even among 
its older citizens. Under the prodding of the Communist Party 
and its young branch, the Komsomol or Communist Youth Or­
ganization, young people hounded and shamed their parents 
into attending adult education classes to learn at least to read 
and write. This crusade, and the strict enforcement of com­
pulsory attendance laws for children, soon reduced illiteracy 
to perhaps the lowest in the world.
Certain elements in the educational fare the nation serves 
up in its schools are praiseworthy. School children in the 
USSR begin earlier and continue longer the study of a foreign 
language than is common in the United States. Incidentally, 
most choose to study English. This is also true of the study of 
mathematics, science and engineering. And over the past dec­
ade Soviet colleges have been graduating twice as many scien­
tists and engineers as have American colleges. When Ameri­
cans became alarmed lest the Soviet Union might win the 
“space race,” there was much sentiment in favor of imitating 
Russian educational practice.
But careful scrutiny of the Soviet system and sober reflec­
tion upon its product brought awareness that the educational 
fare served up to Russian students imposed serious limitations. 
The one-sided view of the social sciences to which the Soviet 
student is exposed leaves him with little understanding of the 
world beyond his frontier. His study of history gives him less 
a sense of what has actually happened in the past than a per­
verted communist interpretation of that past, warped by the 
insistence that world history has been the story primarily of 
class conflict, whether in feudal or in capitalist society. His 
study of economics gives him only the Marxist view. Classes 
in government and sociology have little good to say of non­
communist political and social institutions. Finally, education 
in the Soviet Union has concentrated so heavily upon mathe­
matics and science and indoctrination in the social sciences that 
the humanities art, music and literature—have suffered some 
neglect. What instruction there has been in the humanities has 
tended to prejudice the student’s attitude toward the arts__by
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limiting appreciation to the works of some pre-Soviet Russian 
artists, and particularly to “socialist realism” in the works of 
communist artists. But there is little time for a consideration 
of Western art, unless it be for the works of painters like Pi­
casso and writers like London, Sinclair, Hemingway, Lewis and 
others officially acceptable as relatively free of the taint of 
“bourgeois decadence.”
The Soviet Union’s achievements in science and technology 
have earned worldwide respect. The most dramatic progress, 
and that most alarming to the West, has been in the area of 
space science. By 1955 it was clear to all that the United States 
and the Soviet Union were engaged in a race to launch a satel­
lite to explore interplanetary space. The power necessary to 
such a launching was applicable to the development of long- 
range nuclear weapons. Soviet tests of intercontinental bal­
listic missiles in the summer of 1957 proved successful, and 
soon thereafter the first Russian Sputnik was hurled into orbit 
around the earth. The Russians launched a second Sputnik a 
few weeks later. The first successful American attempt fol­
lowed by several months. In 1959 the USSR landed a Lunik 
on the moon, and a second Lunik photographed the moon’s 
dark side. The first human space flight was that of Yuri Ga­
garin, the Russian “cosmonaut,” who orbited the earth in the 
spring of 1961. A second “cosmonaut” circled the earth seven­
teen times four months later. Colonel Glenn completed the 
first American orbit of the earth ten months after the first 
Russian flight into space. Late in 1962 the Russians put two 
“cosmonauts” into space to orbit the earth side by side a few 
miles apart, one descending after fifty orbits, the other after 
sixty. American accomplishments tagged along behind, plagued 
by a number of well-publicized and embarrassing failures. 
Since the USSR never announced its launching efforts before­
hand, and never admitted any failures, the impression of Soviet 
space trials formed the world over seemed to tell a story of 
unblemished success.
The Soviet Union has made notable progress in the field of 
medicine. There are sufficient and well-equipped hospitals and 
clinics to meet the needs of the population to a degree unimag­
inable under the tsars, and a number of well-trained doctors 
sufficient to provide medical attention on a scale comparable
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to that found in Western Europe. Soviet doctors have pio­
neered in some aspects of surgery. If, in the overall view, 
American medicine leads the world, with the British a close 
second, the Russians run a respectable third, although Soviet 
medicine has suffered materially from inadequate research in 
biology and biochemistry.
While the present American lead over the USSR is clear 
in such fields as nuclear physics and most branches of biology, 
mathematics, astronomy and organic chemistry, Russians seem 
to be clearly ahead of the United States in physical chemistry, 
geophysics and certain areas of theoretical physics and math­
ematics. In meteorology, oceanography, metallurgy and avia­
tion-space medicine, scientists of the two nations seem to be 
about equal. According to the expert testimony of leading 
American scientists, however, the Russians are rapidly catch­
ing up with the United States in many areas where they now 
lag behind.
Communist Russia has made significant strides toward bring­
ing equality among its citizens. There are no longer the clear- 
cut class distinctions that marked society under the tsars. 
Certainly it is true that the peasants have borne more than their 
share of the cost of the modernization and industrialization 
that the Communist Party has pushed with such determination 
and ruthlessness. The peasants are hardly a class in the true 
sense, however, since they are free to move into the cities and 
enter some urban industry where the rewards are greater than 
those in rural living. Much has been made of the “new class” 
of bureaucrats, industrial managers and Party members, who 
enjoy such preferments as the regime makes available to its 
privileged ones. Such people hardly constitute a class, how­
ever, since admission to the bureaucracy, the Party and the 
managerial ranks is not difficult to win, and expulsion from 
them comes even easier.
The Russian language abounds with proverbs which express 
the cynicism and the fatalism that prerevolutionary society 
encouraged. Until the closing days of the tsarist regime, there 
was little mobility from class to class. The middle class, whose 
numerical expansion has so typified Western democratic capi­
talism, was always small and uninfluential before the revolu­
tion. The same was true of Poland, Hungary, Romania, Bui-
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garia, Yugoslavia, and imperial and even republican China. 
The feudal societies of Eastern Europe tended to be static ones 
in which the rise of an individual from a lower to a higher class 
in the social economic scale was infrequent if not rare. The 
egalitarian communist society has provided its citizens with 
an opportunity to progress as far as their ability, and the police 
restrictions of the administration at the moment, will permit 
them to go. Industrialization and mass education which the 
communist regimes have brought about have done much to 
provide such opportunity.
Finally, the communist regimes, wherever they have been 
established, have been amazingly successful in inspiring their 
people with hope in the future. Perhaps a negative way of 
making this point would be to emphasize that rapid industriali­
zation, the emphasis upon the production of heavy industry, 
and the devastation wrought by world war, civil war and then 
world war again, have deprived the people, particularly in 
Russia, of the pleasures of easy living in the present. They 
have been forced to look forward to a more bountiful life for 
their children than communism has been able in their life­
times to provide for them. It cannot be denied, nevertheless, 
that the leaders of the regime have been surprisingly successful 
in filling the great mass of citizens with an irrepressible spirit 
of hope and indeed confidence of what the future must bring. 
Of course, in the closing days of World War II, millions fled 
to the West, either in a spirit of despair or of resentment or 
fear of reprisal. But American tourists who engage ordinary 
Russians in conversation are amazed at the unshakable opti­
mism, the unwavering conviction that the early future will 
bring the fulfillment of all the promises with which, in the 
past, the Russians have had to be content. The Soviet Union 
has been far more successful than any Western nation in fill­
ing its people with this sense of hope, and this faith and confi­
dence in the future.
Although new revolutionary regimes in other lands have 
been less successful in accomplishments, they have been in 
power too short a time to judge fairly what they can achieve. 
It is not necessary, however, to itemize every detail of progress 
to make it clear that the communist story is not entirely one 
of failure. There have been many failures, and there will be
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others to come; the regimes have shown many weaknesses, 
and some of those will continue. But there have been signifi­
cant successes, and remarkable indications of strength. For 
the West, in its contest with the various brands of communism, 
to ignore or deny the successes and the strengths, and insist 
only upon the failures and the weaknesses, might be fatal to 
the survival of Western civilization. The irresponsible chatter 
of those who argue that the strains and stresses of the modern 
world can be relieved simply by “dropping the bomb on the 
Kremlin must not be allowed to influence the policy of West­
ern governments.
In weighing the communist challenge too many Westerners 
have taken the easy way of comparing what democratic capi­
talism—especially the American brand of it—and Soviet com­
munism have been able to provide their citizens in the way of 
amenities and luxuries. That the values of the two peoples 
may radically differ never enters the minds of such observers. 
How easy it is to point out that the average American need 
work only a week to obtain the wherewithal for a suit of good 
quality, while the Russian worker must toil two months to 
earn enough to buy one of poor quality. Such an observation 
ignores a vital point. While the United States contributed 
generously and decisively to the defeat of Nazi Germany and 
her allies, the American people were fortunate in not suffering 
twenty million casualties, in not having their factories and 
homes and schools and hospitals destroyed, in not having their 
cities leveled, their railroads torn up, their dams exploded, 
their mines flooded, their farm land ruined, their crops seized 
and their livestock slaughtered. The Soviet government and 
people were faced in 1945 with the rebuilding of the most popu­
lous and productive half of European Russia. And their re­
covery within a decade came about wholly without the gifts 
and loans which the United States made available, to the extent 
of a hundred billion dollars, to the war-torn lands of other 
combatants, friend and former foe alike.
In comparing the accomplishments of the communist system, 
particularly those of Russia, on the one hand with those of 
Western democratic capitalism on the other, it is often for­
gotten or ignored that the material wealth of Western societies
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was built over centuries of vigorous exploitation of the re­
sources which such Western societies could control. These 
were the resources not only of an individual nation—Great 
Britain, France, Belgium, The Netherlands, Germany, Italy, 
and Japan which in this sense may be regarded as a Western 
nation—but of vast and richly productive colonial empires 
which together nearly covered the rest of the world’s map. 
The British Empire before World War I encompassed India, 
Canada, Australia, New Zealand, South Africa, much of Central 
and East Africa, and bits and pieces in South America, Asia, 
and the islands of the Mediterranean, the Atlantic and the 
Pacific. The French Empire included Madagascar, much of 
Northwest, West and Central Africa, parts of Southeast Asia, 
and even French Guiana in South America. The Congo brought 
the tiny kingdom of Belgium a rich income, and the Dutch 
Empire in the Far East was even more productive. The Ger­
man Empire was more costly than rewarding, although the 
colonies were just on the threshold of promise when they were 
confiscated by the victors in 1918. Italy’s colonies, like those 
of Germany, were more promising than productive. Japan’s 
possessions in Korea and Formosa, and her sphere of influence 
in Manchuria, brought the Japanese an income so considerable 
and so promising that they were inspired to go to war in 1941 
to expand their growing empire. Even the United States gath­
ered up colonies in the Caribbean, Hawaii, and the Philippines, 
and in the twentieth century acquired vast economic influence 
in Asia and South and Central America.
On the other hand, tsarist Russia’s empire in Siberia brought 
in only a modest revenue from timber and furs, but remained 
essentially an untapped resource until well into the Soviet 
period. The other present-day communist countries not only
possessed no colonies of their own, but in fact some of them_
Poland, Czechoslovakia, Hungary, North Korea, North Vietnam 
and even mainland China—were parts of empires belonging 
to other nations.
One last aspect of modern communism is important to con­
sider. Before World War II communism was a far less sophisti­
cated and complicated phenomenon, and consequently far 
simpler to deal with, than it has been since 1945, and most
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especially since 1948 or 1949. Communism as a viable economic 
and political system was limited before 1945 to the Soviet 
Union. When in the years following World War II the com­
munists seized control in Poland, Hungary, Romania, Bulgaria, 
Albania, Czechoslovakia, Yugoslavia, North Korea and China, 
the West concluded that this amounted simply to an extension 
of Russian influence, to the acquisition of a vast Soviet empire 
which Moscow could rule and exploit with impunity. If this 
were the fact, then the course which Western policy-makers 
should pursue was clear. “Soviet imperialism” must be halted 
or rolled back. But while there were and still are some indica­
tions that Moscow’s influence is decisive in some communist 
countries—for instance, the dismissal of Communist Party lead­
ers in Eastern Europe and the elevation of others more amen­
able to Soviet will—it slowly became apparent after 1948 that 
communism was not a monolith, that the communist world was 
not a united one, and certainly that not all communist leaders 
the world over were Kremlin puppets.
Moscow’s control over communists outside the USSR began 
to loosen with Tito’s defiance of Stalin in 1948, which precipi­
tated the expulsion of Yugoslavia from the Cominform, the 
communist bloc, and Tito’s growing reliance upon American 
goodwill and subsidy to maintain his independence of Moscow. 
In 1956 Poland threatened to break away from the Moscow 
embrace. The threat was so serious that the Kremlin leaders 
were forced to accept as the new communist ruler of Poland 
Wladyslaw Gomulka, a man who had languished years in prison 
for his support of Tito and his avowed hatred of Stalin. To 
soothe the passion of the Poles, Khrushchev at that time ad­
mitted that there could be “many roads to socialism,” that 
what might work and be good for Russians might not be so 
for Poles and others. This humiliating admission, and Poland’s 
defiant challenge of Moscow, led quickly and predictably to 
other cracks in the Kremlin wall. The Hungarians late in 1956 
rose in a gallant but lamentably weak attempt to escape Rus­
sian rule. While Hungary was driven by Russian tanks back 
into the Soviet fold, Khrushchev’s desperate methods of trying 
to prevent the disintegration of his empire provoked wide­
spread distaste and resentment, both outside and inside the 
communist bloc.
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The growing hostility between the Soviet Union and Com­
munist China was no surprise to those who knew the long 
history of strain in Russo-Chinese relations. Stalin’s cavalier 
and contemptuous treatment of the Chinese Communists be­
fore, during and after World War II was sure to produce fric­
tion between Moscow and Peking, once Red China had acquired 
the strength to go her own way. That the schism between the 
two greatest of the communist powers is a deep and permanent 
one is beyond question. Indeed, China’s declaration of inde­
pendence brought further embarrassment to the USSR. Peking 
has gathered together her own coterie of supporters—North 
Korea, North Vietnam, Albania, and Communist Parties in 
other noncommunist Asian nations—and has even challenged 
and embarrassed Moscow’s leadership in Cuba, South America 
and Africa. The Chinese Communist leader, Mao-tse Tung, has 
accused Khrushchev of cowardice, selfishness, of “parliamen­
tary cretinism,” of “revisionism,” the worst of all communist 
crimes, and even of being a dupe of the bourgeois powers, for 
his insistence that war between capitalism and communism is 
not inevitable. It is clear that Khrushchev regards the Chinese 
Communists and their threat to burst asunder the communist 
world as, in the long run, a far greater danger to the Soviet 
Union than the Western alliance. American leaders have been 
slow to realize the implications of the new “Cold War” between 
Moscow and Peking. They have persisted in the assumption 
that communism is communism, and that its expansion must 
mean simply an extension of Russian influence.
Communism, whatever the variety, has a tremendous appeal 
to the peoples of backward areas impatient to win the advan­
tages which modern industrialism and an equalitarian society 
can provide. Russia has become a leading industrial nation in 
little more than a generation’s time. Her people are far better 
fed and clothed, educated and entertained, than ever they were 
under the half-feudal half capitalist regime of the tsars. Her 
society is no longer the class-ridden hierarchy of privilege that 
obtained in tsarist times. Such developments are convincing 
and tempting to those peoples of Asia and Africa who enjoy 
so little under the tribal and feudal bonds that have long en­
slaved them. People in the underdeveloped areas of the world
54 MONTANA BUSINESS QUARTERLY
are little inclined to look for the flaws and failures of com­
munism. They are impressed, as well they might be, by the 
amazing progress it has brought its citizens. Some of its more 
spectacular achievements—for example, its satellite launchings 
—are so awe-inspiring that they focus attention upon what the 
system has wrought far more than upon what it has failed to do.
Communist theorists still make much, as did Marx and 
Lenin, of the perfectibility of man. Western observers may 
denounce these preachments as pure cynicism calculated to 
win the loyalty of those backward uncommitted peoples too 
naive to appreciate how ruthless communists can be. The sure 
fact is, however, that to people who have suffered centuries 
of misrule—under colonialism—communism offers a hope and 
promise which democratic capitalism, which condoned and 
supported this misrule, does not or has not offered. People in 
such backward areas discount the shortcomings of communism, 
and even assume that the noncommunist powers have grossly 
exaggerated them. And, so, communism has an enormous ap­
peal. To assume that it can win control of a nation only at the 
point of Russian bayonets is to miss entirely the strength of 
that appeal.
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Don’t Let ’em Get Away!
MELVIN C. WREN, Chairman
Department of History
Montana State University, Missoula
The Department of History at Montana State University 
has received permission to offer a course of study leading to 
the degree of Doctor of Philosophy, the highest academic de­
gree for which a student can qualify. Several students, already 
in possession of the degree of Master of Arts in history en­
rolled at the beginning of the autumn term and began doctoral 
study. The Department is fortunate in having employed a 
leading authority in western history, Dr. E. R. Bingham, who 
comes to the University after fourteen years on the staff of 
the University of Oregon. Dr. Bingham received his own doc­
torate at the University of California at Los Angeles.
Dr. Bingham will teach courses in American frontier history, 
the history of the Northwest, and the history of Montana. He 
will direct a graduate seminar in western history. In partial 
fulfillment of the requirements for the degree of Doctor of 
Philosophy in history, his students will write theses or dis­
sertations on various aspects of western history, and particu­
larly Montana history.
Dr. Bingham and his students will prepare their contribu­
tions to the written history of the West from rare raw materials
the collections of private and public papers now in the pos­
session of individuals and families and firms throughout Mon­
tana. Every political leader who has served Montana in an 
official or unofficial way, on the national or state or local level, 
will have built up over the years of his service an accumula­
tion of letters sent and received, campaign pamphlets, notes 
copies of bills, committee hearings and reports, and other such 
papers. Many such leaders may have kept diaries or written 
memoirs or fragmentary reminiscences. Every business firm 
will have kept a set of records over the span of its active life 
Public utilities, transportation agencies, lumber interests, min­
ing concerns, mercantile enterprises and many other organiza-
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tions must have a store of papers which hide part of the elu­
sive and disappearing story of the West. The files of law firms 
may provide rich evidence of cases perhaps long forgotten. 
State, county and city records are vital to a study of the past. 
Pioneers in farming or ranching or lumbering or mining may 
have kept diaries or written reflections upon early times or 
have left untold, until the present moment, episodes in their 
lives which they may now want to write down or relate to 
those interested in the rich history of the frontier.
There are two natural repositories for those accounts which 
no longer need to be kept in official files. The first is the State 
Historical Library of Montana, well-staffed and adequately 
housed in its new building in Helena. The second is the Li­
brary of Montana State University, whose Montana history 
collection has been growing for a half century. Pioneers or 
descendants of pioneers, political leaders or their families, 
business and professional and agricultural leaders or their 
heirs, should welcome the opportunity to turn over to one of 
these two repositories the papers and documents now in their 
possession.
 ̂The transfer of this raw material of history, either to the 
State Historical Library or to the Library of Montana State 
University, may be made under any of several stipulated con­
ditions. The papers may be turned over to one of the libraries 
in absolute grant. They may be placed on loan, either for an 
indefinite period or for a specified number of years. They 
may be given or loaned on condition that such collections be 
closed to historians until some specified date. Their use may 
be limited to a particular scholar. Finally, the donor may insist 
upon approving the taking of any information from the col­
lection for publication.
The important thing to bear in mind is that Montana’s own 
records of its past should not be destroyed or given away to 
out-of-state libraries whose agents and scholars frequently 
raid the state in search of just such collections of papers. Let 
us preserve for the use of Montana scholars the documents 
which tell the story of the state’s fascinating past! Don’t let 
’em get away!

